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Climate change
Issues and regulations
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Focus on Climate Change
What is climate change?

Source: IPCC, 2001
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Focus on Climate Change
Impact on temperature

Source: IPCC, 2001
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Climate Change
Regulations
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Climate Change
Regulations: Kyoto Protocol effective on February 16, 2005

> Requires a global 5% reduction from 1990 levels in developed countries’
emissions of 6 greenhouse gases by 2008-2012 

• “Developed countries”: Annex I: Parties listed in Annex B of the KP
• Sector exposure: Industrial, Energy, Building, Transportation…
• Target for EU-15: 8% reduction

> 3 mechanisms to achieve emission-reduction targets:
• Market mechanism: 

– Emissions Trading (ET)
• Project-based mechanisms: 

– Joint Implementation (JI) 
– Clean Development Mechanisms (CDM)
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Climate Change
Kyoto Protocol mechanisms – Annex I Parties
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Climate Change
Regulations: EU ‘Emissions Trading Scheme’ Directive

> Effective on January 1, 2005 for the following sectors: 
• Electricity, Ferrous Metals, Cement, Oil Refining, Glass, Paper (newsprint)

> Cap and trade system within the EU: 
• National Allocation Plans (NAP) (allowance at plant level)

– 12,000 plants concerned
• EU Trading + Kyoto mechanisms (CDM + JI) to achieve targets

– Non-conformity: EUR 40 / tonnes CO2
> Exposure: 

• Energy intensity
• Ability to pass cost increases through to prices
• Opportunity for carbon abatement



Equity Research I FRP I June 2005 I 11

Please see important information at the end of document

Climate change
European carbon market

Exponential growth

• 0.05 Mn EUA in 01/04 

• 6 Mn EUA in 01/05

Price of carbon depends on:

• NAP (EU), Kyoto allocations

• Energy and oil prices

• Temperature

Carbon products:

• Spot market (March 1, 2005)

• Futures, hedge funds

Source: Evomarkets, 2005
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Sector Perspective
Focus on Utilities
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Focus on Utilities
Issue recognition

Financial disclosure related to climate change issues is increasing (risk factors in 
annual reports, Carbon Disclosure Project…)

Source: SUEZ, 2004
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Focus on Utilities
Issue recognition and disclosure issues…

Source: Electrabel (2004) 

Source: Suez (2004) 

> 2003 data are the same. Discrepancies in 2002 data :  +11,707 Ktonnes CO2 for 
Electrabel compared to Suez

> Negative trend (emissions increase) disclosed by Suez/Electrabel (+8.7 Mt CO2)
> Positive trend (emissions reduction) disclosed by Electrabel (-2.9 Mt CO2).

• Electrabel was in political negotiations (Belgium NAP)
> Financial cost (with a cost per CO2 tonne at EUR 8.5): 

11.7 Mt * 8.5 EUR/t = M EUR 100, i.e. 6% of 2002 EBIT…
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Focus on Utilities
Accounting and reporting issues…

Accounting and reporting practices on CO2 emissions differ among companies

Companies Reporting scope Consolidation level 
of data disclosed

Quality of the data Units used

IBED Majority control Production site level No assurance tonnes of CO2

grammes CO2/kWh

RWEG Majority control Country level Reporting procedure tonnes of CO2

SZE Operational control Concerned activities 
level and global level

Moderate assurance on 
data disclosed

tonnes of CO2

MWh / tonnes CO2

VIE Operational control Country level and global 
level

Moderate assurance on 
data disclosed

tonnes of CO2

tonnes CO2/MWh

Source: Iberdrola, RWE, SUEZ, Veolia, 2004
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Focus on Utilities
Performance depends on energy mix

U.S. companies do not present the same profiles in terms of carbon intensity  and 
production.
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Focus on Utilities 
Carbon constraint and value-creation model

Value creation and climate 
change

FinancingOperational 
management

Investments
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flow Discount rate Borrowed 

capital
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Sector and geographical risk premium
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Energy mix choice
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Focus on Utilities
Strategic outlook

> Strategic choices are related to access to lower carbon intensity energy sources
• Clean coal

– E.ON, RWE, Endesa
• Gas

– Electrabel, Iberdrola
• Renewable sources (hydro, wind)

– Iberdrola, Gamesa
• Nuclear option

– E.ON, RWE, Electrabel, Iberdrola…

> Uncertainties on post-Kyoto period (2012) have to be overlooked in order to 
make profitable investments tackling climate change issues and GHG emission 
reductions.
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Conclusion

> Climate change impacts OPEX, CAPEX and the book value of companies

> Climate change has to be taken into account in order to better assess the relevance 
of long-term strategic choices



Equity Research I FRP I June 2005 I 20

Please see important information at the end of document

Important Information - For Authorized Use Only

Please note that the following limitations apply to this document:
This document reflects the opinion of the Lombard Odier Darier Hentsch Investment Unit. It constitutes buy-side research, which is intended primarily for internal staff, but may be distributed upon request 
to certain institutional or sophisticated private investors for authorized purposes only. This information is being furnished to you solely for your information and personal use and does not constitute an offer 
or a recommendation to purchase or sell any security. The opinions and recommendations herein do not take into account individual clients’ circumstances, objectives or needs. You must make your own 
independent decisions regarding any securities or financial instruments mentioned herein. Before entering into a transaction, you should consider the suitability of the investment to your particular 
circumstances and independently review, with your professional advisors as necessary, the specific risks, i.e. financial, regulatory, tax, etc., linked to it. The information and analysis contained herein have 
been based on sources believed to be reliable. However, we do not guarantee their timeliness, accuracy or completeness, nor do we accept liability for any loss or damage resulting from your 
use of this document. Any opinions expressed reflect our current judgment at the date of this document and are subject to change without notice. Past performance is no guarantee of future returns. The 
value of investments can fall as well as rise as a result of market, interest-rate and exchange-rate movements and consequently, you may get back less than you invested. Derivatives or structured 
products are complex instruments, typically extremely volatile and involving a high risk of loss, and are suitable only for sophisticated investors who are capable of understanding and assuming the risks 
involved. Lombard Odier Darier Hentsch & Cie is a bank and broker-dealer licensed and domiciled in Switzerland. The Lombard Odier Darier Hentsch Group is made up of various entities, each of which is 
regulated to operate and offer services in its respective market. This document has been approved for issue in the United Kingdom by Lombard Odier Darier Hentsch Asset Management Limited, London, 
which is authorized and regulated by the Financial Services Authority. This report may be distributed in the United States to institutional investors solely by Lombard Odier Darier Hentsch, Inc., New York, a 
SEC registered investment adviser; it may not be sent to or distributed in the United States to private investors. Moreover, this report is not directed to or intended for distribution to or use by any person or 
entity in any jurisdiction where such distribution, publication or use would be unlawful. The research analysts identified on the first page of this research report hereby attest that all of the opinions 
expressed in this report accurately reflect their personal views about any and all of the subject securities or issuers. In addition, the research analysts hereby attest that no part of their compensation was, 
is, or will be, directly or indirectly, related to the specific recommendations or views expressed by the research analysts in this research report. The description of the rating system used by this research 
report is available on. As of March 31, 2005, neither Lombard Odier Darier Hentsch & Cie nor any of its affiliates had received compensation for investment banking or underwriting services from any of the 
companies in their research universe over the preceding 36 months, with the exception of UBS, CS Group, ENR Russia Invest (Eastern Natural Resources), Smith & Nephew and Ypsomed. Over the next 
3 months, Lombard Odier Darier Hentsch may act in an investment banking capacity for any company recommended in this report. Lombard Odier Darier Hentsch & Cie is not the beneficial owner of 5% or 
more of the voting rights of any listed company covered by its research universe, nor does it make a market in the stocks in the research universe. In order to ensure their independence, financial analysts 
are expressly prohibited from owning any securities in the Lombard Odier Darier Hentsch research universe that belong to the industry(ies) they cover. This document may not be reproduced (in whole or in 
part), transmitted, modified or used for any public or commercial purpose without the prior written permission of Lombard Odier Darier Hentsch & Cie. © Copyright by Lombard Odier Darier Hentsch & Cie, 
2005 – all rights reserved. LODH, Lombard Odier Darier Hentsch and its logo are protected trademarks registered in the name of Lombard Odier Darier Hentsch & Cie.
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